DOCUMENT RESUME 



ED 450 190 



UD 034 Oil 



AUTHOR 

TITLE 

INSTITUTION 
PUB DATE 
NOTE 

AVAILABLE FROM 



PUB TYPE 
EDRS PRICE 
DESCRIPTORS 

IDENTIFIERS 



Guyer, Jocelyn 

Maximizing Child Health Coverage Depends on Establishing an 
Effective System for Reallocating Unspent SCHIP Funds. 
Center on Budget and Policy Priorities, Washington, DC. 
2000-10-18 
13p. 

Center on Budget and Policy Priorities, 820 First Street, 
N.W., Suite 510, Washington, DC 20002. Tel: 202-408-1080; 
Fax: 202-408-1056; e-mail: center@cbpp.org; Web site: 
http : / /www . cbpp . org . 

Reports - Descriptive (141) 

MF01/PC01 Plus Postage. 

*Child Health; Federal Legislation; Federal Programs; 
Financial Support; ^Health Insurance 
^Childrens Health Insurance Program 



ABSTRACT 



This paper describes the State Children's Health Insurance 
Program's (SCHIP' s) financing system, examining two alternatives under 
consideration for changing the system of redistributing unspent SCHIP funds. 
Section 1 presents background on SCHIP 's financing structure (it is a block 
grant program, each state's share of federal SCHIP funds is established by 
formula, states must spend some of their own funds in order to secure federal 
funds, and unused SCHIP funds are reallocated) . Section 2 discusses trends in 
SCHIP expenditures. Section 3 examines proposals to change the reallocation 
system, highlighting two types of proposals that have emerged in Congress: 
Bilbray/Chaf ee and Roth/Commerce. Though both proposals would give states 
with unspent SCHIP funds more time to use them, the Roth/Commerce proposal is 
preferable, assuring that some of the unspent funds will be reallocated as 
current law envisions. If the reallocation process does not go forward, there 
could be deleterious consequences: states scaling back their child health 
expansions, limited ability of states that have succeeded in using their full 
SCHIP allotments to prepare for the coming drop in federal funding, and 
undermining the basic principle that SCHIP funds should go to states that can 
and will use them to insure children. (SM) 
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MAXIMIZING CHILD HEALTH COVERAGE DEPENDS ON ESTABLISHING AN 
EFFECTIVE SYSTEM FOR REALLOCATING UNSPENT SCHIP FUNDS 



by Jocelyn Guyer 



Overview 

A series of recent news stories has brought attention to the fact that the majority of states 
did not use all of the federal child health funds set aside for them for fiscal year 1998, the first 
year of the State Children’s Health Insurance Program (SCHIP). States had until September 30, 
2000 to use all of their fiscal year 1998 SCHIP funds. It is estimated that 39 states (including the 
District of Columbia) did not do so by the deadline. 

Under current law, the unspent funds from these 39 states are slated to be made available, 
or “reallocated,” to the 1 1 states that did spend all of their fiscal year 1998 SCHIP funds by the 
September 30, 2000 deadline. These 11 states can use the reallocated funds to help finance the. 
cost of their SCHIP programs during fiscal year 2001. Some policymakers have suggested, 
however, that the states slated to forego unused SCHIP funds should be accorded additional time 
to use the fiscal year 1998 funds and that the federal government should defer or cancel the 
reallocation process. Given that the vast majority of states are faced with the prospect of 
foregoing unused funds, it appears increasingly likely that Congress will take action in the 
closing weeks of the 106 th Congress to change the current reallocation process. 

At present, there are two major sets of proposals on the table to amend the reallocation 
process. The first, introduced by Senator Lincoln Chafee and Representative Brian Bilbray, 
would give all states until September 30, 2002 to use their fiscal year 1998 SCHIP funds. The 
proposal effectively defers any reallocation of unused SCHIP funds until fiscal year 2003, the 
sixth year of the program. The second proposal, referred to as the “Roth/Commerce proposal” in 
this paper, would allow the 39 states to keep roughly 60 percent of their unspent SCHIP funds 
through September 30, 2002 and re-allocate roughly 40 percent to the 11 states that have already 
used all of their fiscal year 1998 SCHIP funds. 

To date, there has been considerable confusion about the implications of returning unused 
SCHIP funds for reallocation. Some news stories on this issue may have contributed to the 
confusion by leaving the mistaken impression that states scheduled to return unused SCHIP 
funds will not retain sufficient resources to maintain coverage for currently insured children or to 
cover children who are eligible but not yet enrolled. In fact, the 39 states slated to return unused 
fiscal year 1998 SCHIP funds will have ample resources to cover all eligible uninsured children 
whom they can identify and enroll in their SCHIP programs for the foreseeable future. If these 
states return their unspent fiscal year 1998 SCHIP funds, they still will have available all of their 
SCHIP funds for years after 1998. For example, during the coming year, these states will have 
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available 100 percent of their federal SCHIP funds for both fiscal year 1999 and 2000 — none of 
which have been used yet — as well as their SCHIP funds for fiscal year 2001. 

There is a way that significant numbers of children could miss out on coverage in the year 
ahead — that would be the likely outcome if a reallocation process does not go forward in some 
form. At least one of the 1 1 states that would benefit from the reallocation process — New York 
— is projected to run out of federal SCHIP funds in 2001 unless it receives some unspent fiscal 
year 1998 SCHIP funds that are supposed to be reallocated. 

More important, failure to develop a reliable system for reallocating unused SCHIP funds 
would, over the longer term, prevent SCHIP from reaching its full potential to cover children. 

No formula for establishing states’ shares (or “allotments”) of SCHIP funds for any year ever 
will be able to capture with total accuracy the extent to which each and every state can and will 
use SCHIP funds to cover uninsured children. Some process for reallocating unspent SCHIP 
funds is essential to maximize child health coverage by directing SCHIP funds to states where 
the funds will be used. 

Nevertheless, there are legitimate reasons why Congress should consider giving the 39 
states some additional time to use a share of their unspent fiscal year 1998 SCHIP funds, as in 
the Roth/Commerce proposal. In the early years of SCHIP, most states were gaining experience 
operating their programs and did not use their SCHIP funds as rapidly as they will in future years. 
Also, HCFA recently advised states that it would consider requests for waivers authorizing states 
to use SCHIP funds to cover low-income parents, in addition to children. Since the option to 
cover parents with SCHIP funds is new, states with unspent SCHIP funds have a strong case that 
they should have the chance to use some of their unspent SCHIP funds to cover parents before all 
of these funds are reallocated to other states and potentially used to help support parent 
expansions in those states. 1 

This paper describes the current financing structure of SCHIP, reviews the early data that 
are available on states’ use of SCHIP funds, and describes some of the alternatives under 
consideration for changing the system for redistributing unspent SCHIP funds. The paper 
concludes that the Roth/Commerce reallocation proposal offers a reasonable strategy for 
addressing the issue of unspent SCHIP funds from the early years of the programs. That proposal 
gives states with unspent funds some additional time to use a share of their initial SCHIP 
allotments, but also assures that a portion of the unspent funds is reallocated as required under 
current law. Since the proposal modifies the reallocation process only with respect to unspent 
SCHIP funds from the early years of the program, it avoids setting a long-term precedent. 



1 HCFA stated in a letter to state health officials on July 31, 2000 that it would not allow states to use reallocated 
funds directly to pay for parent expansions because reallocated funds are not available on an ongoing basis. 

However, by using reallocated funds to help pay for the cost of their regular SCHIP programs for children, states can 
assure that more of their regular SCHIP allotments are available for the cost of covering parents. 



